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Dear Madame:

The Aut  Club Gr up ("ACG"), Aut  Club Services, Inc. ("ACS") and Aut  Club Insurance 
Ass ciati n ("ACIA"), each a grandfathered unitary savings and l an h lding c mpany ("SLHC"), 
appreciate the  pp rtunity t  submit these c mments  n the N tice  f Pr p sed Rulemaking  n 
"Regulat ry Capital Rules: Risk-Based Capital Requirements f r Dep sit ry Instituti n H lding 
C mpanies Significantly Engaged in Insurance Activities" published by the B ard  f G vern rs  f 
the Federal Reserve System ("B ard")  n Oct ber 24, 2019 (84 FR 57240) (the "NPR").

We supp rt the B ard’s significant eff rt t  research, devel p, and implement a risk-based capital 
framew rk f r Dep sit ry Instituti n H lding C mpanies Significantly Engaged in Insurance 
Activities that pr tects safety and s undness f r dep sit rs. The Building Bl ck Appr ach (“BBA”) 
that adjusts and aggregates existing legal entity capital requirements t  determine an enterprise
wide capital requirement pr vides a sufficient, unif rm basis f r the industry t  calculate, rep rt, 
and enhance its level  f capital. As discussed m re fully bel w:

• The pr p sed minimum BBA rati   f 250 percent exceeds the minimum RWA rati   f 8 
percent applicable t  banks;
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• The BBA’s additi nal buffer  f 235 percent renders the t tal required capital t  far exceed 
bank capital requirements and theref re may unnecessarily place insurance savings and 
l an h lding c mpanies at a c mpetitive disadvantage when c mpared t   ther IDIHCs;

• The BBA meets all legal requirements, and theref re a separate capital requirement under 
Secti n 171 is n t necessary; and

• The exempti n f r entities engaged in c mmercial activities, as  utlined in f  tn te 34, 
sh uld specifically include n n- perating, n n-t p tier h lding c mpanies that are primarily 
pass-thr ugh entities.

The Aut  Club Gr up, Aut  Club Insurance Ass ciati n, and Aut  Club Services, Inc.

ACG, a Michigan n npr fit membership  rganizati n headquartered in Dearb rn, Michigan, is a 
member  f the federati n  f aut m bile clubs d ing business under the American Aut m bile 
Ass ciati n (“AAA”) banner. Established in the early 1900s, ACG pr vides r adside emergency, 
travel, and  ther aut m tive services t  its members. ACG is  ne  f the largest m t r clubs in 
AAA and the  nly AAA club t  have a federally chartered savings bank.

Aut  Club Insurance Ass ciati n (“ACIA”) is a Michigan recipr cal, inter-insurance exchange that 
 ffers aut m bile and h me wners pr perty and casualty and life insurance pr ducts directly  r 
thr ugh vari us subsidiaries. ACIA’s primary regulat r is the Michigan Department  f Insurance 
and Financial Services.

Aut  Club Services, Inc. (“ACS”) is a wh lly  wned subsidiary  f the t p tier h lding c mpany,
ACG. ACS is the att rney-in-fact f r ACIA and is the management c mpany f r the  rganizati n. 
ACS c nducts n  separate activities.

F r purp ses  f regulati n by the B ard, ACG is c nsidered the t p-tier h lding c mpany, alth ugh 
ACIA is the primary  perati nal entity within the c ns lidated gr up. By virtue  f their  wnership 
and c ntr l  f Aut  Club Trust, FSB, each  f ACG, ACIA, and ACS is a registered savings and 
l an h lding c mpany pursuant t  Secti n 10  f the H me Owners’ L an Act  f 1933 (“HOLA”).

Aut  Club Trust, FSB

Aut  Club Trust (“ACT”), a federal savings bank regulated by the Office  f the C mptr ller  f the 
Currency, is the banking affiliate  f the three related grandfathered unitary savings and l an 
h lding c mpanies: ACG, ACIA, and ACS.

ACG and its 9,500 empl yees serve appr ximately 12.5 milli n American Aut m bile Ass ciati n 
(“AAA”) members and insureds thr ugh 250 branded  ffices in 13 states and 2 U.S. territ ries: 
Fl rida, Ge rgia, central and n rthern Illin is, n rthern Indiana, I wa, Michigan, Minnes ta, 
Nebraska, N rth Car lina, N rth Dak ta, S uth Car lina, Tennessee, Wisc nsin, Puert  Ric , and 
the US Virgin Islands.

Responses to the NPR

A. Overview of the BBA
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Question 1: The IAIS is currently c nsidering a MAV appr ach f r the ICS; in c ntrast, the BBA 
aggregates existing c mpany-level capital requirements thr ugh ut an  rganizati n t  assess 
capital adequacy at vari us levels  f the  rganizati n, including at the enterprise level.

What are the c mparative strengths and weaknesses  f the pr p sed appr aches?

H w might an aggregati n-based appr ach better reflect the risks and ec n mics  f the insurance 
business in the U.S.?

Comment 1: The primary strength  f an aggregati n-based appr ach is its alignment with 
the current NAIC risk-based standards f r capital adequacy and their related thresh lds f r 
regulat ry interventi n at the legal entity level. As a result, there are fewer  pp rtunities f r 
mismatched s lvency regulati ns that w uld cause inappr priate capital all cati ns 
between a firm’s parent insurer and its subsidiary dep sit ry instituti n. This alignment 
strengthens the relati nship between state and federal regulat ry regimes, impr ves market 
s undness, and b lsters c nsumer c nfidence.

One n table weakness  f the ICS is its inherent assumpti n  f capital fungibility thr ugh ut 
an enterprise with its t p-d wn appr ach. The financial c sts, regulat ry limitati ns, and 
tax impacts  f transp rting capital thr ugh ut a firm’s legal structure (with ut netting a 
resultant enterprise wide risk reducti n) sh uld be reas nably c nsidered in the creati n  f 
s lvency metrics. Overl  king  r  versimplifying these c nsiderati ns can be particularly 
c ncerning if the metric is t  be used t  assess financial health in a stress scenari .

Question 2: In what ways w uld an aggregati n-based appr ach be a viable alternative t  the 
ICS?

What criteria sh uld be used t  assess c mparability t  determine whether an aggregati n-based 
appr ach is  utc me-equivalent t  the ICS?

Comment 2: We supp rt the statement made by David A. Samps n, President and CEO  f 
the American Pr perty Casualty Insurance Ass ciati n (APCIA) at the September 12, 2019, 
Hearing  f the Senate C mmittee  n Banking, H using, and Urban Affairs.

The states and the B ard are devel ping aggregati n-based gr up capital assessment 
systems that pr mise t  be a better fit f r the U.S. market and regulat ry system than the 
ICS in additi n t  being much m re susceptible t   ng ing maintenance and c ntinued 
relevancy. B th the states and the B ard are building up n the current U.S. legal entity 
s lvency regulati n regime and acc unting systems t  devel p this appr ach. The 
aggregati n meth d l gy leverages the existing legal-entity regulat ry appr ach in the U.S. 
t  all w b th a legal entity/jurisdicti nal view, as well as a c mbined view  f an insurance 
gr up’s capital.

The NAIC’s Gr up Capital Calculati n initiative (GCC) and the B ard’s parallel Building 
Bl ck Appr ach (BBA) are b th based up n aggregati n  f current insurance c mpany 
capital res urces and capital requirements, using the l ng-established state risk-based 
capital (RBC) system and, where applicable, c rresp nding existing requirements f r n n- 
U.S. subsidiaries  f a U.S.-based insurance gr up. These appr aches w uld require 
significantly reduced transiti n c sts since they are based  n current acc unting and capital



Ms. Ann E. Misback
Page 4
January 21,2020

requirements. Because the GCC and BBA require aggregati n  f legal entity inf rmati n 
(rather than the ICS’ c ns lidated, t p-d wn appr ach), they will be m re transparent in 
that regulat rs will kn w b th the l cati n and availability  f capital within legal entities  f 
the gr up (which is n t a feature  f the ICS).

The aggregati n meth d l gy als  uses audited data (which the ICS d es n t), can be 
applied by any h me jurisdicti n (and a number  f  ther jurisdicti ns are interested in using 
an aggregati n meth d), and pr vides a pragmatic incremental way f rward f r the U.S. t  
achieve the IAlS’ stated g als f r the ICS with ut c mpr mising the current acc unting and 
regulat ry framew rk. The aggregati n meth d l gy als  addresses the issue  f capital 
fungibility, which is a fatal flaw in the ICS appr ach.

B. Dodd-Fran  Act Capital Calculation

Question 3: As an alternative t  c ns lidati n, what are the advantages  r disadvantages  f 
permitting a h lding c mpany t  dec ns lidate the assets and liabilities  f its subsidiary state- and 
certain f reign-regulated insurers and deduct fr m equity its investment in these subsidiary 
insurers?

Comment 3: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 4: As an alternative t  c ns lidati n, what are the advantages  r disadvantages  f 
permitting a h lding c mpany t  dec ns lidate the assets and liabilities  f its subsidiary state- and 
certain f reign-regulated insurers, and risk weight the h lding c mpany’s equity investment in 
these subsidiary insurers?

Comment 4: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 5: What is the appr priate risk weighting f r a h lding c mpany’s equity investment in 
its subsidiary state- and certain f reign-regulated insurers?

Comment 5: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 6: What  ther calculati ns, if any, sh uld the B ard c nsider t  ensure that the 
minimum risk-based capital requirement f r insurance dep sit ry instituti n h lding c mpanies 
c mplies with secti n 171  f the D dd-Frank Act?

Comment 6: Since the pr p sed BBA framew rk is a c mprehensive aggregati n  f 
capital and built ar und the generally applicable bank capital requirements, it is sufficient t  
address the 2014 Amendment t  Secti n 171. The pr p sed 250 percent BBA minimum 
requires a level  f capital that exceeds the banking rules 8 percent adequately capitalized 
thresh ld. Theref re, n  additi nal calculati ns f r IDIHCs sh uld be necessary.

Question 7: Sh uld the generally applicable minimum leverage rati  be excluded fr m the secti n 
171 calculati n?

Comment 7: Yes, the generally applicable minimum leverage rati  sh uld be excluded. 
The NAIC RBC framew rk assigns unique risk weightings t  assets, premiums, and 
reserves and includes a diversificati n benefit. The BBA framew rk synchr nizes the 
insurance and banking risk-based capital requirements. A separate capital requirement
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that essentially assigns the same level  f risk t  cash, b nds, equities, receivables, etc. 
sh uld be c nsidered carefully f r its viability and necessity c nsidering the asset-intensive 
nature  f the insurance industry, particularly f r life insurers.

Question 8: What are the advantages  r disadvantages  f applying the generally applicable 
minimum leverage capital requirement t  an insurance SLHC  r insurance SLHC mid-tier h lding 
c mpany, as defined in this pr p sal, with the same exclusi n  f insurance subsidiaries as set  ut 
in this pr p sal f r the generally applicable minimum risk-based capital requirement?

Comment 8: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 9: What are the advantages  r disadvantages  f applying a supplementary leverage 
rati  requirement t  an insurance SLHC  r insurance SLHC mid-tier h lding c mpany, as defined 
in this pr p sal, with the same exclusi n  f insurance subsidiaries as set  ut in this pr p sal f r 
the generally applicable minimum risk-based capital requirement?

Comment 9: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 10: What w uld the advantages and disadvantages be  f all wing a h lding c mpany t  
elect n t t  c ns lidate s me, but n t all,  f its subsidiary state- and certain f reign-regulated 
insurers?

Comment 10: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 11: When sh uld the B ard permit a h lding c mpany t  request t  change a pri r 
electi n regarding the capital treatment  f its insurance subsidiaries?

Comment 11: The B ard sh uld permit a h lding c mpany t  request a change t  a pri r 
electi n at least annually  r when management anticipates material changes t  the h lding 
c mpany’s legal structure (i.e. merger, acquisiti n,  r divestiture) t  the extent that capital 
adequacy is materially impacted. Firms sh uld be aff rded en ugh flexibility t  make 
changes t  its capital structure as l ng as the safety and s undness  f the dep sit ry 
instituti n are secured.

IV. The Building Bloc  Approach

B. Covered Institutions and Scope of the BBA

Question 12: What are the advantages and disadvantages  f including all insurance dep sit ry 
instituti n h lding c mpanies (including bank h lding c mpanies significantly engaged in insurance 
activities and insurance dep sit ry instituti n h lding c mpanies that c ntr l c vered savings 
ass ciati ns) within the sc pe  f the final BBA rule, as planned?

Comment 12: The appr ach t  include all IDIHCs within sc pe is prudent since a 
dep sit ry instituti n’s h lding c mpanies are in the best p siti n t  pr vide timely s urces 
 f tier 1 capital. We understand the purp se  f the BBA is t  establish an enterprise wide 
risk-based capital framew rk that inc rp rates legal entity capital requirements such as the 
requirements prescribed by state insurance regulat rs, taking int  acc unt differences 
between the business  f insurance and banking.
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A p tential disadvantage w uld  ccur with respect t  the applicability  f the BBA t  h lding 
c mpanies that are n n- perating entities. In this regard, there w uld be little advantage t  
applying the BBA t  an entity that is primarily a pass-thr ugh entity with n   perati ns, 
particularly if the b ard and management teams are the same as  ther entities that are 
within the sc pe  f the BBA.

We n te that f  tn te 34 attempts t  address the applicability  f the BBA t  c mmercial 
entities; h wever, we w uld welc me additi nal explicit clarificati n d cumented in the final 
rule t  exclude n n- perating and pass-thr ugh c mmercial entities fr m capital 
requirements under the BBA. Applying bank capital rules t  c mmercial enterprises that d  
n t primarily h ld capital  r liquid assets f r the same purp ses as a dep sit ry instituti n 
w uld be unduly burdens me and encumber c mmercial-f cused h lding c mpanies with 
unintended c sts and inefficiencies ass ciated with redepl ying capital when a bank is 
already deemed sufficiently well capitalized.

2. Applicable Capital Framewor 

Question 13: The B ard invites c mment  n the pr p sed appr ach t  determine applicable 
capital framew rks. What are the advantages and disadvantages  f the appr ach?

What is the burden ass ciated with the pr p sed appr ach?

Comment 13: In general, the pr p sed appr ach t  determine applicable capital 
framew rks is l gical and appr priate f r insurers and dep sit ry instituti ns. We believe 
this meth d w rks t ward a seamless c existence  f insurance and banking capital rules.

One c ncern  f n te is the applicati n  f U.S. federal banking rules  n n n-insurance, n n
banking entities.

Up n ad pti n  f the BBA, a t p-tier dep sit ry instituti n h lding c mpany w uld c ntinue 
t  be held t  NAIC RBC rules and the subsidiary dep sit ry instituti n w uld c ntinue t  be 
held t  U.S. federal banking rules. Transfers  f capital  utside these regimes sh uld be 
viewed m re as efficient all cati n strategies and less as regulat ry arbitrage pr vided that 
c vered insurance and banking instituti ns are s und.

Imp sing capital rules intended t  pr tect dep sit h lders  nt  n n-dep sit ry businesses 
that  ften have disparate investment strategies widens the target  f bank regulati n with ut 
netting a c rresp nding reducti n in enterprise wide risk.

An alternative s luti n t  the applicati n  f bank rules t  n n- perating entities (“NOEs”) 
w uld be t  align capital requirements with the NOE’s immediate parent. This s luti n 
reduces the need f r ad h c calculati ns in the building bl ck d cumentati n, preserves the 
efficient depl yment  f capital and reduces implementati n burden.

3. Building Bloc  Parents

a) Capital-Regulated Companies and Material Financial Entities as Building 
Bloc  Parents



Ms. Ann E. Misback
Page 7
January 21,2020

Question 14: What  ther definiti ns  f materiality, if any, sh uld the B ard c nsider f r use in the 
BBA?

Examples may include a thresh ld based  n size,  ff-balance sheet exp sure,  r activities 
including derivatives  r securitizati ns.

Comment 14: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 15: What thresh lds,  ther than the pr p sed thresh ld f r exp sure as a percentage  f 
t tal assets, sh uld the B ard c nsider f r use in the BBA’s definiti n  f materiality?

What are the advantages and disadvantages  f using a thresh ld-based  n the t p-tier dep sit ry 
instituti n h lding c mpany’s building bl ck capital requirement?

Comment 15: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 16: The B ard invites c mment  n the use  f material financial entity c ncept.

What are the advantages and disadvantages t  the appr ach?

What burden, if any, is ass ciated with the pr p sed appr ach?

Comment 16: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 17: The B ard invites c mment  n the pr p sed treatment  f intermediaries.

What are the advantages and disadvantages  f the appr ach?

What burden, if any, is ass ciated with the pr p sed treatment?

Comment 17: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 18: What risk-sensitive appr aches c uld be used t  address the risks presented by 
asset managers in an insurance dep sit ry instituti n h lding c mpany’s enterprise?

Comment 18: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 19: What f rms  r structures, if any, d  asset managers  r their h lding c mpanies take 
in insurance enterprises, such that they may fall within the pr p sed definiti n  f an MFE?

Comment 19: We d  n t pr p se t   ffer a resp nse t  this questi n.

b) Other Instances of Building Bloc  Parents

Question 20: Are the additi nal instances where the B ard pr p sed t  identify building bl ck 
parents appr priate?

F r example, with regard t  a c mpany that w uld be a building bl ck parent because it is a party 
t   ne  r m re reinsurance  r derivative transacti ns with  ther invent ry c mpanies, is material, 
and is engaged in activities such that  ne  r m re invent ry c mpanies are expected t  abs rb 
m re than 50 percent  f its expected l sses, w uld a different level  f expected l sses (i.e., a level 
 ther than 50 percent) be m re appr priate?
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Comment 20: We d  n t pr p se t   ffer a resp nse t  this questi n.

D. Aggregation in the BBA

Question 21: H w can the B ard impr ve the calculati n  f the all cati n share?

Sh uld the B ard further clarify the data s urces f r the inputs t  the all cati n share calculati n?

W uld it be better t  use a simpler meth d l gy, such as relying  nly  n c mm n equity  wnership 
percentages?

Comment 21: The calculati n  f the all cati n share as pr p sed is l gical and 
reas nable. T  ease implementati n burden and pr vide clarificati n  f the data s urces, 
the final rule c uld empl y the  wnership percentages in Schedule Y  f the statut ry annual 
statement as guidance within the final rule. This pr p sed s luti n further aligns capital 
requirements when adjustments t  Auth rized C ntr l Level (ACL) are calculated f r the 
BBA.

V. Scaling Under the BBA

D. Approach Where Scalars are Not Specified

Question 22: The B ard invites c mment  n the pr p sed appr ach t  scalars and the 
ass ciated white paper.

What are the advantages and disadvantages  f the appr ach?

What is the burden ass ciated with the pr p sed appr ach?

Comment 22: The pr p sed use  f scalars is a practical appr ach t  synchr nize the 
bank and insurance capital regimes. The limitati ns  f the hist rical pr bability  f default 
(PD) appr ach are clearly and c ncisely discl sed in the whitepaper. The primary 
advantage  f the PD appr ach is its ease  f implementati n int  the BBA framew rk with 
unique fact rs f r available and required capital.

One burden ass ciated with the pr p sed appr ach will be the  ng ing maintenance  f 
transparently updating the scalars and an agreed-up n timeframe f r when the scalars will 
be updated and when they will be effective f r each filing year. In additi n, any future 
p tential changes t  the NAIC RBC framew rk that c uld have a d wnstream impact  n the 
BBA scalars as well as p tential g vernmental interventi n that c uld  ccur in future 
recessi ns sh uld be t p  f mind as the scalars are updated.

Question 23: H w sh uld the B ard devel p scalars f r internati nal insurance capital framew rks 
if needed?

Comment 23: We d  n t pr p se t   ffer a resp nse t  this questi n.

VI. Determination of Capital Requirements under the BBA

C. Capital Requirement for a Building Bloc 
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Question 24: The B ard invites c mments  n all aspects  f the pr p sed adjustments t  capital 
requirements.

Sh uld any  f the adjustments be applied differently?

What  ther adjustments sh uld the B ard c nsider?

Comment 24: We d  n t pr p se t   ffer a resp nse t  this questi n.

5. Ris s Relating to Title Insurance

Question 1: Is the pr p sed risk weighting appr ach f r risks relating t  title insurance 
appr priate?

F r example, w uld a different risk weight (i.e., a risk weight  ther than 300 percent) be m re 
appr priate?

Comment 1: We d  n t pr p se t   ffer a resp nse t  this questi n.

VII. Determination of Available Capital Under the BBA

B. Regulatory Adjustments and Deductions to Building Bloc  Available Capital

Question 25: The B ard invites c mments  n all aspects  f the pr p sed adjustments t  
available capital.

Sh uld any  f the adjustments be applied differently?

What  ther adjustments sh uld the B ard c nsider?

Comment 25: Alth ugh the pr p sal t  include adjustments f r prescribed  r permitted 
practices is likely an unfav rable devel pment f r IDIHCs, the desire f r unif rmity  f 
federal regulati n acr ss states is ackn wledged and reas nable as it pertains t  this 
pr p sal. Due t  the limited number  f firms affected by the BBA pr p sal, we request that 
the final rule empl y a m re flexible appr ach t  all w the B ard t  have the ability t  
assess the nature and materiality  f p tential adjustments t  building bl ck available capital 
 n an ad h c basis that preserves the best interest  f dep sit rs and p licyh lders alike.

1. Criteria for Qualifying Capital Instruments

Question 26: What  ther criteria, if any, sh uld the B ard c nsider f r determining available 
capital under the BBA?

Comment 26: We generally c ncur with the  bservati ns made by the APCIA regarding 
seni r debt and surplus n tes.

ACG further understands that in devel ping the BBA, the B ard s ught t  tail r it “t  be an 
insurance-centric standard” while at the same time rec gnizing that the B ard has already 
established precedent in s me similar areas with respect t   ther regulated instituti ns (i.e.,
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 ther than SLHC’s significantly engaged in insurance activities). The tensi n between 
th se tw   bjectives can be seen with respect t  the NPR’s divergent appr aches t  
available capital and, specifically the criteria f r capital instruments. In that regard, 
c mparing and c ntrasting the NPR’s appr ach f r surplus n tes and f r seni r debt is 
instructive.

Under U.S. GAAP, b th surplus n tes and seni r debt are liabilities, i.e., they represent 
am unts that have been b rr wed and which are t  be repaid t  a lender. Insurance 
supervis rs have n netheless all wed insurers t  rep rt them as c mp nents  f capital f r 
supervis ry purp ses, under certain circumstances, the m st imp rtant  f which are that 
the instruments be effectively sub rdinated t  p licyh lders, and that am unts t  repay 
principal and interest be subject t  supervis ry appr val.

ACG understands that the primary c ncern  f the B ard, and as reflected in the pr p sed 
criteria, is that surplus n tes and their principal and interest transacti ns, while subject t  
appr val  f a state regulat r, are n t subject t  appr val by a federal regulat r, such as the 
B ard. The NPR pr p ses t  grandfather in existing surplus n tes, but new n tes must 
c mply with the criteria, which presumably w uld qualify a new surplus n te as capital  nly 
if it required dual sign- ffs, i.e., by a state supervis r as well as the B ard itself. We urge 
The B ard t  tail r the final rule t  retain the treatment hist rically acc rded capital 
instruments by state supervis rs, with ut requiring dual state-federal supervis ry appr val..

H wever, with respect t  seni r debt, there are  ther criteria that w uld preclude capital 
treatment. ACG understands that this treatment is primarily related t  precedent in the 
banking rule f r which the B ard felt c mpelled t  make c nsistent acr ss SLHCs, whether 
 r n t engaged in insurance activities.

N netheless, ACG c nsiders it an mal us that seni r debt and surplus n tes will be treated 
differently. B th are debt f r GAAP, and b th are sub rdinated t  p licyh lders. Perhaps 
the primary difference is that, under the pr p sed rule, the B ard will review and, if 
appr priate, appr ve surplus n tes, whereas it will n t pr p se t  d  s  f r distributi ns 
fr m the insurer that c uld be used t  repay seni r debt. The difference in treatment als  
highlights a departure fr m the manner in which supervis rs in  ther jurisdicti ns evaluate 
and qualify debt f r capital treatment, and a departure with internati nal standards.
Recently, in Abu Dhabi, the IAIS agreed t  criteria that a jurisdicti n c uld use as a 
“nati nal discreti n” in its implementati n  f the ICS that w uld all w structurally 
sub rdinated seni r debt t  qualify (existing ICS criteria already can qualify c ntractually 
sub rdinated debt). Given the state-based jurisdicti n  ver insurance c mpanies in the 
United States, we w uld enc urage the B ard t  inc rp rate that “nati nal discreti n” int  
the final rule, and acc rd the state supervis rs the current level  f deference t  g vern 
capital instruments  f IDIHCs.

While ACG appreciates that there is precedent f r treatment  f surplus n tes and seni r 
debt in the banking rule, such treatment did n t benefit at the time fr m any c nsiderati ns 
inv lving supervisi n  f insurers. Given the an malistic and divergent treatment between
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surplus n tes and seni r debt in the NPR, ACG believes the pr p sed treatment  f surplus 
n tes and seni r debt sh uld be revisited by the B ard and made m re c nsistent with 
d mestic state insurance supervis ry practices and emerging internati nal standards.

Question 27: One  f the criteria, c ncerning capital instruments that c ntain certain call features, 
requires the t p-tier dep sit ry instituti n h lding c mpany t   btain pri r b ard appr val bef re 
exercising the call  pti n.

Sh uld the B ard apply a de minimis thresh ld bel w which this appr val is n t needed?

Comment 27: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 28: Are there  ther appr aches,  ther than grandfathering, that the B ard sh uld 
c nsider t  address surplus n tes issued by insurance dep sit ry instituti n h lding c mpanies  r 
their subsidiaries bef re N vember 1,2019?

Comment 28: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 29: What grandfathering date sh uld the B ard use?

Comment 29: We d  n t pr p se t   ffer a resp nse t  this questi n.

C. Limit on Certain Capital Instruments in Available Capital Under the BBA

Question 30: What alternate f rmulati ns  f the limit  n tier 2 capital may be m re appr priate, 
while still ensuring appr priate quality  f capital?

Comment 30: We d  n t pr p se t   ffer a resp nse t  this questi n.

Question 31: Aside fr m a limit  n tier 2 capital instruments, are there  ther ways t  ensure 
sufficiently l ss abs rbing available capital and/ r prevent an instituti n fr m relying 
dispr p rti nately  n capital res urces that are less l ss abs rbing?

Comment 31: We d  n t pr p se t   ffer a resp nse t  this questi n.

VIII. The BBA Ratio, Minimum Capital Requirement and Capital Conservation Buffer

A. The BBA Ratio and Proposed Minimum Requirement

Question 32: The B ard invites c mment  n the pr p sed minimum capital requirement.

What are the advantages and disadvantages  f the appr ach?

What is the burden ass ciated with the pr p sed appr ach?

Comment 32: The  verall design  f utilizing existing capital regimes f r insurers and 
banks, scaling t  a c mm n framew rk and then aggregating int  a single simplified rati , 
is a welc me advancement and addresses c ncerns c mmunicated t  the B ard in the 
past.

Page 86  f the NPR d cument describes the pr p sed minimum BBA rati   f 250 percent 
as the pr duct  f translating 8 percent  f RWA under banking rules t  its NAIC RBC
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equivalent with an additi nal margin  f safety f r data  r m del uncertainty in  rder t  
acc unt f r an adequate degree  f c nfidence in the BBA requirement. In a hyp thetical 
example  f a bank with $100 milli n  f RWA if it held t tal capital  f $8 milli n, it w uld 
have a T tal RBC Rati   f 8 percent and  therwise be c nsidered adequately capitalized 
under the Pr mpt C rrective Acti n (PCA) framew rk.

Translating this t  its BBA equivalents, ACL w uld be $1.06 milli n ($100 milli n * 1.06 
percent) and TAC w uld be $1.7 milli n ($8 milli n - {$100 milli n * 6.3 percent}). The 
resulting BBA rati  w uld be 160 percent, very near the Regulat ry Acti n Level (RAL)  f 
150 percent  f ACL under the NAIC’s RBC f r Insurers M del Act. Based  n the acti ns 
prescribed between RAL under insurance rules and adequately capitalized under the PCA 
rules, these appear t  be reas nable p ints t  anch r the tw  capital regimes t gether.

Using the same math with a 9 percent RBC rati , the BBA equivalent is 255 percent which 
is near the pr p sed minimum BBA rati   f 250 percent. C mparing the 8 percent and 9 
percent RBC rati s with their BBA equivalents leads us t  questi n why the pr p sed BBA 
minimum rati  is n t equivalent t  an 8 percent adequately capitalized standard and if the 
BBA equivalent  f 100 basis p ints  f RBC rati  is necessary  r  verly c nservative even 
bef re the 235 percent capital c nservati n buffer is added  n.

We w uld pr p se a m re reas nable appr ach may be t  leverage existing parallels 
between insurance and banking regulat ry interventi n thresh lds and calibrate the BBA 
minimum rati  cl ser t  the 8 percent adequately capitalized thresh ld  r 160 percent in 
BBA terms with a m re reas nably and clearly defined margin  f safety that av ids h lding 
IDIHCs t  a higher capital standard than the rest  f the industry.

B. Proposed Capital Conservation Buffer

Question 33: The B ard invites c mment  n the pr p sed minimum capital buffer.

What are the advantages and disadvantages  f the buffer?

What is the burden ass ciated with the buffer?

Comment 33: Given the sufficiency  f the BBA rati  (as pr p sed  r l wered), we request 
that the minimum capital buffer be eliminated fr m the final rule, as it is unnecessary t  
achieve adequate capital pr tecti n. C ntinuing with the hyp thetical example fr m the 
c mment t  Questi n 32, a bank with $100 milli n  f RWA and $10.5 milli n  f t tal capital 
w uld have a t tal RBC rati   f 10.5 percent. The BBA-equivalents f r TAC and ACL 
w uld be $4.2 milli n and $1.06 milli n, respectively,  r a BBA rati   f 396 percent. As a 
result, the difference in BBA rati s  f 396 percent and 160 percent is 236 percent. This is 
very near the pr p sed BBA buffer and validates that the pr p sed 235 percent is 
equivalent t  the 2.5 percent capital c nservati n buffer under bank capital rules.

Uncertainty arises regarding the need f r an additi nal 235 percent  f ACL in the f rm  f 
available capital t  act as a barrier t  capital  utfl ws fr m discreti nary distributi ns at the 
IDIHC t p-tier parent. Depending  n the size  f a subsidiary bank t  its insurer parent and 
the bank’s share  f the enterprise’s available capital, the pr p sal t  restate the 2.5 percent
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capital c nservati n buffer f r banks int  insurance terms and stacking it with a 250 percent 
BBA required minimum c uld represent an extra rdinary escalati n in capital requirements 
f r ISLHCs.

M re ver, it is imp rtant t  n te that subsidiary dep sit ry instituti ns w uld c ntinue t  be 
held t  their  wn 2.5 percent capital c nservati n buffer, thus pr viding dep sit rs with 
ample pr tecti n. An alternative t  the 235 percent BBA buffer c uld be t  include 2.5 
percent  f the subsidiary IDI’s RWA as a d llar adjustment t  the t p-tier building bl ck 
parent’s capital requirement  n t p  f the BBA minimum. This w uld scale the capital 
c nservati n buffer t  the size and risk pr file  f the subsidiary IDI with ut creating a capital 
burden  n the parent insurer.

If the pr p sed buffer is n t eliminated entirely, then at a minimum we request additi nal 
impact analysis be perf rmed pri r t  the implementati n if the buffer is t  be scaled fr m 
bank requirements. Transiti n pr visi ns were similarly aff rded t  banking  rganizati ns 
when their regulat ry capital requirements were finalized in 2013, and clarificati n w uld 
need t  be pr vided  n the maximum pay ut rati s f r discreti nary distributi ns in the 
event the capital c nservati n buffer is breeched.

X. Reporting Form and Disclosure Requirements

Question 34: What sh uld the B ard c nsider in determining the rep rting cycle f r the BBA?

Comment 34: The B ard sh uld take int  acc unt the March 1 annual deadline f r 
insurers’ annual statements and RBC filings al ng with the quarterly Call Rep rts f r 
dep sit ry instituti ns. It is als  likely that n n-bank, n n-insurance legal entities that 
bec me a part  f the BBA calculati n w uld  nly have audited financial statements 
published  n an annual basis. Based  n these circumstances, a BBA filing deadline 
ar und April  r May w uld be a reas nable rep rting cycle.

Question 35: Aside fr m what is currently pr p sed f r public discl sure under the BBA and 
ass ciated rep rting f rm, sh uld additi nal inf rmati n submitted t  the B ard pursuant t  the 
BBA be made public?

Comment 35: The pr p sed requirements t  publicly discl se the building bl ck available 
capital, building bl ck capital requirement, and BBA rati  f r the t p-tier parent  f an 
IDIHC’s enterprise is reas nable and appr priate.

XI. Impact Assessment of Proposed Rule

B. Analysis of Potential Burdens

4. Impact on Financial Intermediation

Question 36: The B ard invites c mment  n all aspects  f the f reg ing evaluati n  f the p tential 
impacts  f the pr p sed rule.

Are there additi nal impacts that the B ard sh uld c nsider?
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W uld the magnitude  f any impact be different than as described ab ve?

Comment 36: We c ncur in the cauti n expressed by the APCIA in its c mment letter.

The Aut  Club Insurance Ass ciati n, The Aut  Club Gr up, and Aut  Club Services, Inc., very 
much appreciates the B ard’s c nsiderati n  f this c rresp ndence and w uld be pleased t  
answer any questi ns the B ard  r the staff might have.

Very truly y urs,

J hn Brun 

rcb

Sent via email t  reqs.c mments@federalreserve.g v
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